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novo applicant that has not received
its first formal, or, if unavailable, in-
formal or preliminary, CRA perform-
ance evaluation, shall be conditionally
deemed to be in compliance with the
home financing policy requirement of
section 4(a)(2)(C) of the Bank Act (12
U.S.C. 1424(a)(2)(C)) and §1263.6(a)(6), if
the applicant has filed, as part of its
application for membership, a written
justification acceptable to the Bank of
how and why its home financing credit
policy and lending practices will meet
the credit needs of its community. An
applicant that receives such condi-
tional membership approval is subject
to the stock purchase requirements es-
tablished by FHFA regulation or the
Bank’s capital plan, as applicable, as
well as FHFA regulations governing
advances to members.

(2) Approval. A de novo applicant that
has been granted conditional approval
under paragraph (d)(1) of this section
shall be deemed to be in compliance
with the home financing policy re-
quirement of section 4(a)(2)(C) of the
Bank Act (12 U.S.C. 1424(a)(2)(C)) and
§1263.6(a)(6) upon receipt by the Bank
of evidence from the applicant that it
received a CRA rating of “Satisfactory”
or better on its first formal, or if un-
available, informal or preliminary,
CRA performance evaluation.

(3) Conditional approval deemed null
and void. If the de novo applicant’s first
such CRA rating is “Needs to Improve”
or “Substantial Non-Compliance,” the
applicant shall be deemed to be in non-
compliance with the home financing
policy requirement of section 4(a)(2)(C)
of the Bank Act (12 U.S.C. 1424(a)(2)(C))
and §1263.6(a)(6), subject to rebuttal by
the applicant under §1263.17(f), and its
conditional membership approval is
deemed null and void.

(4) Treatment of outstanding advances
and Bank stock. If the applicant’s con-
ditional membership approval is
deemed null and void pursuant to para-
graph (d)(3) of this section, the liquida-
tion of any outstanding indebtedness
owed by the applicant to the Bank and
redemption of stock of such Bank shall
be carried out in accordance with
§1263.29.
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§1263.15 Recent merger or acquisition
applicants.

An applicant that merged with or ac-
quired another institution prior to the
date the Bank receives its application
for membership is subject to the re-
quirements of §§1263.7 to 1263.13 except
as provided in this section.

(a) Financial condition requirement—(1)
Regulatory financial reports. For pur-
poses of §1263.11(a)(1), an applicant
that, as a result of a merger or acquisi-
tion preceding the date the Bank re-
ceives its application for membership,
has not yet filed regulatory financial
reports with its appropriate regulator
for the last six calendar quarters and
three year-ends preceding such date,
shall provide any regulatory financial
reports that the applicant has filed
with its appropriate regulator.

(2) Performance trend criteria. For pur-
poses of §1263.11(b)(3)(I)(A) to (C), an
applicant that, as a result of a merger
or acquisition preceding the date the
Bank receives its application for mem-
bership, has not yet filed combined reg-
ulatory financial reports with its ap-
propriate regulator for the last six cal-
endar quarters preceding such date,
shall provide pro forma combined fi-
nancial statements for those calendar
quarters in which actual combined reg-
ulatory financial reports are unavail-
able.

(b) Home financing policy requirement.
For purposes of §1263.13, an applicant
that, as a result of a merger or acquisi-
tion preceding the date the Bank re-
ceives its application for membership,
has not received its first formal, or if
unavailable, informal or preliminary,
CRA performance evaluation, shall file
as part of its application, a written jus-
tification acceptable to the Bank of
how and why the applicant’s home fi-
nancing credit policy and lending prac-
tices will meet the credit needs of its
community.

(c) Makes long-term home mortgage
loans requirement; 10 percent requirement.
For purposes of determining compli-
ance with §§1263.9 and 1263.10, a Bank
may, in its discretion, permit an appli-
cant that, as a result of a merger or ac-
quisition preceding the date the Bank
receives its application for member-
ship, has not yet filed a consolidated
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regulatory financial report as a com-
bined entity with its appropriate regu-
lator, to provide the combined pro
forma financial statement for the com-
bined entity filed with the regulator
that approved the merger or acquisi-
tion.

§1263.16 Financial condition require-
ment for insurance company and
certain CDFI applicants.

(a) Insurance companies. An insurance
company applicant shall be deemed to
meet the financial condition require-
ment of §1263.6(a)(4) if, based on the in-
formation contained in the applicant’s
most recent regulatory financial report
filed with its appropriate regulator, the
applicant meets all of its minimum
statutory and regulatory capital re-
quirements and the capital standards
established by the National Associa-
tion of Insurance Commissioners.

(b) CDFIs other than CDFI credit
unions—(1) Review requirement. In order
for a Bank to determine whether a
CDFI applicant, other than a CDFI
credit union, has complied with the fi-
nancial condition requirement of
§1263.6(a)(4), the applicant shall sub-
mit, as a part of its membership appli-
cation, each of the following docu-
ments, and the Bank shall consider all
such information prior to acting on the
application for membership:

(1) Financial statements. An inde-
pendent audit conducted within the
prior year in accordance with generally
accepted auditing standards by a cer-
tified public accounting firm, plus
more recent quarterly statements, if
available, and financial statements for
the two years prior to the most recent
audited financial statement. At a min-
imum, all such financial statements
must include income and expense
statements, statements of activities,
statements of financial position, and
statements of cash flows. The financial
statement for the most recent year
must include separate schedules or dis-
closures of the financial position of
each of the applicant’s affiliates, de-
scriptions of their lines of business, de-
tailed financial disclosures of the rela-
tionship between the applicant and its
affiliates (such as indebtedness or sub-
ordinate debt obligations), disclosures
of interlocking directorships with each
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affiliate, and identification of tem-
porary and permanently restricted
funds and the requirements of these re-
strictions;

(ii) CDFI Fund certification. The cer-
tification that the applicant has re-
ceived from the CDFI Fund. If the cer-
tification is more than three years old,
the applicant must also submit a writ-
ten statement attesting that there
have been no material events or occur-
rences since the date of certification
that would adversely affect its stra-
tegic direction, mission, or business op-
erations; and

(iii) Additional information. Any other
relevant document or information a
Bank requests concerning the appli-
cant’s financial condition that is not
contained in the applicant’s financial
statements, as well as any other infor-
mation that the applicant believes
demonstrates that it satisfies the fi-
nancial condition requirement of
§1263.6(a)(4), notwithstanding its fail-
ure to meet any of the financial condi-
tion standards of paragraph (b)(2) of
this section.

(2) Standards. A CDFI applicant,
other than a CDFI credit union, shall
be deemed to be in compliance with the
financial condition requirement of
§1263.6(a)(4) if it meets all of the fol-
lowing minimum financial standards—

(i) Net asset ratio. The applicant’s
ratio of net assets to total assets is at
least 20 percent, with net and total as-
sets including restricted assets, where
net assets is calculated as the residual
value of assets over liabilities and is
based on information derived from the
applicant’s most recent financial state-
ments;

(ii) Earnings. The applicant has
shown positive net income, where net
income is calculated as gross revenues
less total expenses, is based on infor-
mation derived from the applicant’s
most recent financial statements, and
is measured as a rolling three-year av-
erage;

(iii) Loan loss reserves. The appli-
cant’s ratio of loan loss reserves to
loans and leases 90 days or more delin-
quent (including loans sold with full re-
course) is at least 30 percent, where
loan loss reserves are a specified bal-
ance sheet account that reflects the
amount reserved for loans expected to
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